1-Introduction and Motivation
During the previous decade, the literature dedicated to the theory of the economic development has been renewed by focusing on the quality of domestic institutions as key determinant of cross-country differences in both growth rate and income per capita. Voice and Accountability, Political Stability and Lack of Violence, Government Effectiveness, Regulatory Quality, Rule of Law and low level of corruption have shown to be highly correlated with growth Edison et al. (2003) . Also, there has been an increasing interest in the determinants of foreign direct investment (FDI) in developing countries. Several empirical studies revealed the role played by FDI as major constituents of capital flows in these countries. Moreover, capital flows relax the constraints on the mobilization of resources of a country, generate the exchange of technological and organizational knowledge, and can cause institutional change. Hence, capital flows represent additional resources a country needs to improve its economic performance and provide both physical capital and employment possibilities that may not be needed in the host market. Not surprisingly, thus, a number of authors have also studied the link between institutional quality and FDI (see Busse and Hefeker, 2007; Kostevc et al., 2007 etc...) . FDI is now a large share of capital formation in poor countries, the FDI-promoting effect of good institutions might be an important channel of their overall effect on growth and development. Poorly regulated institutions and/or a complete lack of institutional governance causes additional costs to the wellness to invest in SSA countries (Wei, 2000) .
The high sunk costs associated with investing offshore, along with the uncertainty associated with poor physical and financial infrastructure along with weak enforcement of regulations and ineffective legal systems, has progressively forced companies to be increasingly selective as to where to invest. Like Vittorio and Ugo (2006) , it is clear that institutions may affect FDI inflows through three potential channels. First, the presence of good institutions tends to improve factor productivity and subsequently stimulates investments, whether domestic or external. Second, good institutions will result in a reduction in investment related transaction costs (i.e. corruption-related costs). Finally, as by definition, FDI generally involve high sunk costs. Therefore, good institutions (i.e. proper property right enforcement, effective legal systems) will give more security to multinational firms.
To attract and increase investments of productive capital, countries must continue to endeavour and create a transparent, stable foreseeable framework, equipped with mechanisms for execution of adequate contracts and respect of the property rights, articulate good macroeconomic policies and of institutions which make it possible for the national companies as well as international to carry on their activities in an effective and profitable way and to have a maximum impact on development 2 . Thus, it is essential to improve these principal aspects in order to influence the choices of establishment of the investment. That requires identifying factors which can differ from an area to another, taking into account specificities and the potentialities relative to each one of it. This study asks the determinants of FDI flows? Generally, these factors could be separated into two categories: (i) economic factors and, (ii) factors that have to do with regulatory, bureaucratic, political and judicial environment.
In fact, the institutional quality of a host country has received growing attention in the recent literature as one of the key determinants in location decisions made by foreign firms. Institutions provide the incentive structure for exchange that determines the cost of transaction and the cost of transformation in an economy (North, 1990) . Institutional variables such as the legal and political systems are thought to be crucial in affecting economic performance through their effect on investment decisions by curbing the risk of opportunism. This may be a particularly important issue for foreign investors who are not familiar with `the rules of the game in a society' (Alfaro et al., 2005) . Less corruption and a fair, predictable, efficient bureaucracy may help attract FDI (Campos and Kinoshita, 2003) .
The majority of papers on this topic provide evidence in support of a positive effect of the role of institutions in entry decisions by multinational enterprises (MNE). Campos and Kinoshita (2003) show that quality of institutions is one of the main determinants of FDI inflows to transition countries. Based on the analysis of panel data in developing countries, Gastanaga et al. (1998) demonstrate the direct effect of institutional characteristics on FDI.
Several studies exist on the determinants of FDI in Sub Saharan African (SSA) 3 . A common perception of all these studies is that FDI to Africa is driven by availability of natural resources, mainly solid minerals and crude oil. This has severe policy implications. If this is true, then FDI in the region is largely determined by an uncontrollable factor. In addition, it suggests that countries that do not have natural resources will attract very little or no FDI regardless of the policies they adopt (Asiedu, 2005) . Most of these studies on FDI in Africa argued that good institutions may have a positive impact on FDI outflows because they create favourable conditions for multinational companies to emerge and invest abroad. However, none of these studies has attempted to examine how the importance of these institutions varies depending on the characteristics of countries in the sample (oil exporters, non-oil exporters or countries rich or not in natural resources).
For these reasons, this paper considers in particular the effects of the second category of factors, namely, the effects of the quality of the country institutional environment on the inflows of FDI in the economy. Specifically, the present To address these questions, we apply panel data analysis technique namely fixed effects models and random effects specification. This approach allows us to distinguish more systematically between the effects of policy changes and other variable elements of the investment climate on FDI over time as well as across countries.
The remainder of the paper is organized as follows. In section 2, we discuss briefly the literature review. Section 3 introduces the data description and the model specification employed in our empirical application. In Section 4 the empirical results are presented. The concluding section, section 5, summarizes our contribution to the literature and discusses future research avenues.
2-Literature Review

Theoretical framework
Several theories attempted to explain why firms engage in transnational production, which is an effect of FDI. Faeth (2008) presents nine theoretical models of FDI. However, there is no clear-cut theory of determinant of FDI flows, especially in developing countries. Equally, the traditional theories of development, which lay important emphasis on international trade and exchange of capital, have come under severe criticism over the years.
The first of these theories is the neo classical microeconomic theory. It was the dominant theory used to explain reasons for FDI inflows until the 1960s (Dunning 1993) . According to this neo-classical microeconomic theory, the price of capital is determined by the interest rate (Aggarwal 1984) and capital movements are caused by the differences in interest rates that exist between countries. From the view of this neo-classical theory, capital is a commodity, thus its price determines its supply as well as its demand and allocation. Capital will thus flow freely from countries with low rates of return to those with relatively high rates of return under conditions of perfect competition (Iverson 1953) . The limitation of this theory according to its critics is its inability to explain the role of Trans-National Corporations (TNCs) in capital mobility because it limits itself to explaining how and where firms decide to obtain the capital needed to finance their global plans. Critics also hold the view that because the theory is silent about the purpose of its investment, i.e. either for managerial control or production capabilities, its role in modern times is suited only to the explanation of portfolio investments rather than FDI.
Another theory of FDI is that of the intangible capital approach. According to this theory, the possession by a firm of specific 'monopolistic advantages 'or 'intangible assets' is a sine qua non for its overseas production (Lall 1980) . These advantages may include production techniques, managerial skills, industrial organisation, and knowledge of the product as well as the factor markets. The theory outlines three useful purposes, which these advantages must serve. First, these advantages must provide a competitive edge to the firm concerned and they must outweigh those of foreign rivals as well as those in the prospective country in which it plans to invest. Second, the monopolistic advantage that the firm possesses must be transferable abroad and should be employed most economically at the foreign location. Thirdly, the firm itself must profit from the exploitation of these advantages rather than licensing or selling them out to an independent firm. Rugman (1986) proposes another explanation based on internalization theory. This theory examines FDI from the point of view of a need to internalize transaction costs in order to improve profitability and to explain the emergence of FDI effectiveness (Banga, 2003) . During the past decade, the world economy became increasingly integrated with a significant rise in FDI as a consequence (Busse, 2004) . However, these theories were not capable to explain, to a certain extent, why the FDI investors choose to invest in a country rather than in another and, particularly, the marginalization of the African continent. Actually, several determinants were identified through the literature. One distinguishes mainly traditional determinants including economic factors and social determinants like the ones based on human capital.
Recent studies emphasized the need to improve and support advantages in host countries by the incentive role their governments play. Following these studies, the debate on the choice of FDI establishment is now evolving around the quality of institutions as another important determinant.
Empirical approach: Institutions and FDI
Since the late 1990s, a growing interest has emerged in studying the links between institutions and FDI. Good institutions are supposed to exert a positive influence on development through the promotion of investment in general.
FDI represent a considerable part of capital formation in developing countries (UNCTAD, 2004) . According to Sachs (2003) , the concept of institutions became the intermediate goal of any economic reforms. It emerges from recent studies (Rodrik, 1999; Acemoglu et al., 2001; Easterly and Levine, 2002; Sachs, 2003; Glaeser et al., 2004) that economic development of a country is explained mainly by its institutions, resources, economic policies, geography and geopolitics. Several empirical studies reveal the importance of institutions through FDI behaviour models (Acemoglu et al., 2001 and Asiedu, 2003 and Banga, 2003; Busse, 2003; Glaeser et al., 2004) . Rodrik (1997) emphasized the fact that institutional quality explained the growth and FDI gaps between East Asian countries and African countries better than traditional economic factors (capital accumulation, technical progress, and rise in labour supply). Chan and Gemajel (2003) also emphasize that factors like political stability, institutional quality, a lack of internal and external conflicts, a low level of corruption, a lack of bureaucracy, trade liberalization and an attractive business environment draw foreign investors. Hall and Jones (1999) , from a sample of 133 countries, reveal that institutions promoting production and private property stimulate human and physical capital accumulation and, consequently, increase the total factors productivity and the domestic product. Concerning the institutional quality in Africa, a study on 23 African countries suggests that institutions in Africa have not yet progressed sufficiently to contribute significantly to development (Nsouli, 2000) . Other studies, such as that of Asiedu (2003) related to 22 SSA countries reveal that the effectiveness of institutions, the political and economic stability and the small level of corruption encourage private capital inflows.
Several contributions have focused on the role of institutions in locating FDI, for example Wheeler and Mody (1992) find that a composite index of risk factors, which include bureaucratic red tape, political instability, corruption and quality of the legal system, has no significant influence in determining the location of US foreign affiliates. However this composite index lumps together several institutional variables with other variables such as risk of terrorism, living environment of expatriates, inequality etc, which are not directly related to the quality of institutions. Wei (1997 Wei ( , 2000 uses data on bilateral FDI stocks from OECD countries and finds that corruption, as well as uncertainty regarding corruption, has a significant negative effect on FDI. Globerman and Shapiro (1999) argue that good institutions may have a positive impact on FDI flows because they create favourable conditions for multinational companies to emerge and invest abroad. Globerman and Shapiro (2002) estimate the impact of governance indicators developed by Kaufman et al. (1999a, b) on both inflows and outflows of FDI. They find that good governance impacts positively both on FDI inflows and outflows, although the latter effect is only significant for relatively big and developed countries. One major limitation of these studies is that the empirical results do not incorporate bilateral parameters where, for example, institutional quality variables in both the source country and the host country are not included simultaneously. Thus, it is not possible to rank the importance of governance in the source country compared to that of the host country.
Recently, several studies have studied the impact of institutions on FDI inflows. While one strand of thought shows the relationship to be positive (Harms and Ursprung, 2002; Jensen, 2003; Busse, 2004) , Li and Resnick (2003) argue that there is more to the relationship. Though democratic right has an indirect boosting impact on FDI inflows by improving property rights protection, the direct impact on FDI is negative. Busse and Hefeker (2005) show in their study that some aspects of political stability like government stability, the absence of internal and external conflicts, basic democratic rights and an efficient law and order system, matter significantly in determining FDI inflows. They show that foreign investors are susceptible to changes in political stability of an economy. Similarly, Aizenman and Spiegel (2000) introduce an imperfect enforcement contract framework and show that corruption discourages FDI more severely than it discourages domestic investments.
Hausmann and Fernandez Arias (2000) use the Kaufmann et al. (1999a, b) data on institutional variables and indices of creditor and shareholder rights from La Porta et al. (1997, 1998, and 1999) to study the effects on the composition of capital inflows. They find that foreign portfolio investment is more sensitive to the quality of institutions, that regulatory burden, and government effectiveness and shareholders rights have significant effects on FDI as a share of GDP. In a set of cross-country regressions, Aizenman and Spiegel (2004) find that the share of FDI to gross fixed investment as well as the ratio of FDI to private domestic investment is negatively and significantly correlated with the level of corruption and FDI is more sensitive than domestic investment to the level of institutional quality.
Three general approaches are usually adopted by the recent empirical studies to measure institutional quality (Kaufmann et al., 2002; Rodrick et al., 2002; Acemoglu et al., 2003; Asiedu, 2003; Edison, 2003; Glaeser et al., 2004; Alfaro et al., 2005) : (i) the quality of the public affairs management (corruption, political rights, effectiveness of the public sector and weight of regulations); (ii) the existence of property rights and their application; (iii) the constraints imposed to political leaders. However, these measures are not objective since they emanate from subjective evaluations and appreciations of national experts or from evaluations of the population collected by surveys carried out by international and nongovernmental organizations (Edison, 2003) . Since institutional variables are also endogenous, Edison suggests being careful in empirical analyses especially about the causality direction. From an econometric point of view, the problem would be solved by including instrumental variables.
Rodrick et al. (2002) Blomstrom et al (1996) found the same using a panel of least developed nations. De Mello (1996) employed both time series and cross section analysis to establish the complementarity between FDI and domestic investment. Calvo and Sanchez-Robles (2002) have delved into the interlinkages among FDI, economic freedom and economic growth. According to them, panel approach is an improvement over cross section analysis since the former takes into account the variability within countries and also "allow for differences in production function of the various nations in the form of unobservable individual effects".
Several recent studies have stressed the importance of quality of institutions for economic development (e.g., Acemoglu et al., 2001; Hall & Jones, 1999; Knack & Keefer, 1995; La Porta et al., 1999; Mauro, 1995) . But in many researches on the resource curse hypothesis, the institutional channel has rarely been verified with much success, although it has frequently been mentioned as an important potential determinant of the curse. Quality of institutions is often simply controlled for by using a measure of corruption (e.g., Papyrakis & Gerlagh, 2004; Sachs & Warner, 1995a) .
Mehlum et al. (2006) show that the interaction of natural resource abundance with high-quality institutions, --measured by an aggregate indicator,--has a positive growth effect, while the direct negative growth effect of resource wealth seems to persist. However, these results are based on resource exports data, which pose the problems already discussed above: we contend that they more accurately depict the effects of natural resource exports dependence.
From a more qualitative angle, historians, political scientists, and economists generally agree that the presence of abundant natural resources (especially minerals) leads to rent seeking behaviour and corruption, thereby decreasing the quality of government, which in turn negatively affects economic performance. Robinson et al. (2006) develop a political economy model which shows that the impact of a ''resource boom'' crucially depends on the quality of the political institutions, and in particular the degree of clientelism in the public sector. Countries with worse-quality institutions are more likely to suffer from a resource curse. There is also evidence that natural resource abundance considerably increases the potential of violent civil conflict (Collier & Hoeffler, 2005) . Empirically, rent-seeking due to natural resources has been shown to be nonlinear, both with respect to income and the total amount of resources in a country. In his cross-country study, Ross (2001) finds that the negative resource effects of mineral abundance on institutions decline with increasing income levels and with greater past mineral exports. And in their case study of Nigeria, Sala-i-Martin and Subramanian (2003, p.10) describe how ''oil corrupts and excess oil corrupts more than excessively.'' They stress that the natural resource curse only holds for mineral-and particularly oil-abundance, and not agricultural products and food (all measured by their respective export shares).
In a different vein, Atkinson and Hamilton (2003) show that natural resource abundance may have negative effects on development when weak institutions allow resource profits to be spent in government consumption rather than investment, especially in countries with low levels of real saving. Stijns (2005) contends that there are both positive and negative channels through which natural resource abundance affects economic growth: he finds that land abundance tends to have negative effects on all determinants of growth, including different measures of institutional quality, while the effects of mineral abundance are less clear-cut.
Finally, Acemoglu et al. (2001) test the effects on current income levels of their instrumented indicator for institutions against those of natural resource abundance, measured by the country shares of world no fuel mineral reserves and per capita oil resources. They find no significant influence of natural resource abundance at all, confirming their view that institutional quality alone can explain a great deal of the cross-country differences in economic development, and implicitly questioning the natural resource curse hypothesis even further.
3-Model and data description
This section specifies the model used in the empirical investigation of the relationship between institutions and FDI. It also provides a simple description of the data set used in the empirical investigation.
3-1-Model Specification
To empirically investigate the role played by institutions in determining FDI, the following simple model is used
Where FDI, is measured as the net foreign direct investment inflow as a percentage of GDP to take into account the effect of the country size. Inst is an indicator of institutional quality. It is constructed from the International Country Risk Guide (ICRG) which is provided by the Political Risk Services (PRS) Group. Since the beginnings of the 1980s, PRS Group has been providing information on 12 subcategories of political risk indicators that assess different aspects of institutional quality of 142 countries. The main advantage of these datasets is that they are available for a considerable time span, also allowing us to test the relevance of institutions in attracting FDI exploiting the time variation. This also enables us to control for potential unobserved heterogeneity that could bias our cross-section estimates. The variables we consider are a subset of the ones available from the ICRG database that refer to political risk. Specifically, we use the following indicators: Government Stability (stabgov), Profile Investment (profinv), Democratic Accountability (demo), Law and Order (rol), and Control of Corruption (corr). While the first two variables are assessed on a scale from 0 to 12, the last three are coded between 0 and 6; and Bureaucratic Quality (burqal) is assessed on a scale from 0 to 4. In order to facilitate comparability, as Kaufmann et al. (1999a) , we standardize all variables in our sample to mean zero and standard deviation of one. In all cases, high score equates to very low risk and low score means very high risk. In other words, higher values indicate better institutions and secure property rights.
Another type of variable is political risk represented by two indices: internal conflict (inconf) and external conflict (exconf). The data were obtained from the International Country Risk Guide (ICRG). The sign of the coefficient is not determined a priori. Each indicator is assessed on a scale from 0 to 12 with higher values indicating less political risk and better institutions. In general, we would expect that all indicators are positively related to FDI inflows, as less political risk and better institution may attract FDI due to a lower risk.
CV is a vector of controlling variables drawn from the empirical literature of FDI determinants. α i is a common fixed-effect term and  itis the disturbance term. i denotes cross-section unit with i 1,2,........,N; N is the number of countries and t denotes time-periods with t 1, 2, ......., T ; T is number of time periods.
Choosing the set of controlling variables is to some extent problematic, because the empirical literature suggests a large number of variables as potential determinants of FDI, and while some of these are proposed by various theories of FDI, others are included because they can be linked intuitively to FDI (Moosa and Cardak, 2006) . However, in this paper we use the following one. The degree of openness (do), the ratio of merchandised trade to GDP, which is used to capture the influence of trade openness on FDI with a positive sign being expected. The Market Size (gdp) and the Growth rate (growth) which are used to capture the influence of market size of the host country. FDI literature documents that a market size measure is expected to have a positive impact on FDI, as a large market means a greater demand for goods and services which attracts market-seeking FDI. The inflation rate (Infl), which is measured by the annual percentage change in the consumer price index. Inflation rate is used as a proxy for macroeconomic stability. Macroeconomic stability reduces the level of uncertainty encountered by investors and increases the level of confidence in the economy, which encourages FDI. The Real Exchange Rate (exchrat) could prove to be an important factor in the FDI fluctuations on the world market. It is a measure of international competitiveness. However, its impact is rather ambiguous, as the literature (both theoretical and empirical) on the issue suggests. In addition to these variables, the set of controlling variables will include other variables namely, natural resources (natres). The omission of a measure of natural resources from the estimation, especially for African counties case, may cause the estimates to be biased (Asiedu, 2002) . As some of studies, we use the share of minerals and oil in total exports to capture the availability of natural resource endowments. Thus, the model that will be used as a benchmark to assess the role played by institutions in determining FDI, takes the following form:
To explain the observed non-linearity between quality of institution and FDI inflows, we introduced natural resources factor in our analysis. This helps us explore whether the levels of quality of institutions play a role in the ability of a country to use natural resource to its advantage and reap its benefits by attracting more FDI. For this we alter our regression specification (equation2) as
3-2 Data description
The empirical analysis is based on 30 SSA countries and covers the period from 1984 to 2007. A list of the countries included in the sample, and data sources for all variables used in the analysis, are presented in Appendix. The choice of countries and the time period is determined by the availability of the data. All data were sampled at 5-year intervals for 25 years from 1984 to 2007, that is, 1984-1988, 1989-1993, 1994-1998, 1999-2003 and 2004-2007 . Transforming data from annual observations to five-year averages has several advantages. First, it may help to limit the impact of business cycles on the estimated coefficient, as FDI net inflows vary widely from year to year, resulting in large fluctuations that may obscure the impact of persistent variables like institutions on FDI. Second, averaging the data over five-year intervals reduces the number of observations with zero or negative values, which would otherwise be need different specification from the regression analysis. Table 1 provides summary statistics of the variables included in the model. Table 2 shows the correlation matrix for all the explanatory variables and the log of FDI, the dependent variable and gives a first but crude approximation of the relationship between FDI and its determinants. Table 2 shows that FDI is positively correlated with indicators of market size, log of GDP per capita and GDP growth rate, the ratio of trade to GDP, and institutional quality. Table 2 shows that the relationship between FDI and its determinants, except inflation rate, is significant at 1% level. The relationship between FDI and indicators of openness to trade and indicators of institutional quality is particularly strong. On the other hand, the correlation between FDI and inflation rate is not that strong as shown by the size of the correlation coefficient. In addition, most of the indicators for political risk and institutions quality are fairly strongly related to gdp, indicating that richer countries possess less political risk and have better institutions. 
Note: P-values are in parentheses
4-Empirical results
To empirically assess the role played by institutions in determining FDI inflows, Models 2 and 3 are based on a random effect specification of the basic model. This specification is supported by a Hausman test, reported in table 4.1. The empirical investigation will first cover the impact of institutions on FDI for all samples, and then the role of institutions at countries characteristics (resource intensive countries and non resource intensive countries) will be considered.
4-1-The results from Total Sample
The results are based on a random-effects model, since the Hausman (1978) test suggests using a random-effects model instead of a fixed-effects model in most of cases. The key estimates in Tables are the coefficients Moreover, the relative importance of investment profile is hardly surprising, given that profinv contains key subcomponents, such as contract viability, expropriation of assets or the ability of multinationals to repatriate profits.
Clearly, these subcomponents are exceptionally important for multinationals decisions on where to invest. In the same way, foreign investors seem to care about internal and external conflicts that affect the host country of their investment, as it increases economic and political instability. The threat of incidence of these conflicts, such as civil war, trade sanctions, cross-boarder conflicts or an all-out war, creates higher uncertainty. Thus, investors increase the risk premium of investment projects, which in turn reduces overall investment. In addition, such conflicts have a strong negative impact on a country's growth rate, thus making investment generally less attractive. Several aspects of the results from different variants of Model can be highlighted: First, it seems that institutions have a positive and significant impact on FDI and that this impact is not sensitive to controlling variables changes. Second, as far as the country sample and time period covered are concerned, it seems that FDI is driven mainly by the liberty of the trade regime, natural resources and institutional quality, and to a lesser extent, by growth of market size, while market size indicators, exchange rate, and macroeconomic stability did not play a significant role in determining FDI inflows.
Given these results, it might be interesting, especially for policymakers, to explore the relative importance of institutions in attracting FDI inflows compared with other variables, particularly with policy related variables like inflation rate. This is particularly important as empirical literature provides little guidance on the relative contribution of institutional quality in attracting FDI.
In the first regression in Table 4 .1., the interaction effect between institutions and natural resources is not included.
Adding the interaction between institutions and natural resources, (from second regression table 4.2) gives a significant result for this term, while other results remain qualitatively unchanged. In other words, rejecting the influence of institutions and natural resources on FDI flows in SSA based on the first regression would be premature. In fact, what the significance of the interaction effect tells us is that the effect of natural resources on FDI depends on the institutions of the host country. In fact, the analysis of the interaction between the indicators of institutions quality and natural resources shows that impact of external conflict, democratic accountability and quality of bureaucracy on FDI flows depends on abundance of natural resources in host countries. On the other hand, when controlling for corruption, our result indicates that the impact of natural resources on FDI flows depends on the quality of institutions in host countries.
Moreover, interaction between natural resources and internal conflict, rule and law and government stability reveals no impact on the FDI flows in host countries. These findings suggest some important implications: For countries with bad institutions quality natural resources attract inflows of FDI. For countries with good institutions quality FDI inflows is discouraged by natural resources. And the worse the institutions in the host country, the more is FDI attracted by natural resources. Conversely, the effect of institutions also depends on the natural resources. The more abundant the natural resources, the more FDI is attracted by poor institutions. In sum, FDI is attracted to countries which combine large natural resources and poor institutions. 
4-2-The results based on host countries characteristics
The motives of FDI vary greatly across the countries in which firms operate. For example, for resource intensive countries, the primary reason for foreign investors to choose the location is abundance of natural resources. Despite the obvious importance of studies of FDI determinants at the more disaggregate level, the evidence on endowment differences is rather scarce in the existing literature. To analyze the relative impact of endowment differences, we divide the sample into three groups, resource intensive countries (including oil exporting countries), non-resource intensive countries and oil exporting countries.
The studies surveyed above use total sample data to explore the role played by institutions in determining the variations of FDI inflows. However, some papers argue that the impact of institutions on FDI may differ across countries characteristics. As Asiedu (2002) , our results show that institutional indicators like control of corruption, government stability, internal, external conflicts, democracy and quality of bureaucracy are insignificantly related to FDI. These results should not be surprising, since a country like Angola and Nigeria which ranked first in attracting FDI in Sub Saharan Africa, are also highly instable countries. The reason for this is that FDI to Angola and Nigeria are driven mostly by the availability of fuel resources, and that the returns on these investments are high enough to cover the risk of political instability. We conclude that most of indicators of political risk are less relevant for resource intensive countries, particularly in the oil exporting countries.
The coefficient of corruption has to be interpreted more carefully. Corruption is indexed such that the higher value refers to cleaner administration. Accordingly, a negative sign indicates that less corruption has positive impact on the economic growth. Both equation 2 and equation 3 indicate that less corruption in the host country would increase FDI.
Although economic theory is ambiguous on the ultimate effects of corruption on FDI, it does propose several different mechanisms that can discourage FDI, including corrupt institutions acting as a tax on investment and heightened insecurity and uncertainty (see, for instance, Hakkala, Norback and Svaleryd 2005 and Wei 2000).
Our paper provides evidence comparing the effects of institutions on FDI with the effects of non-policy variables like the availability of natural resources. In general case, our result concludes that countries that are small or lack natural resources can attract FDI by improving their institutions. More importantly, given the growing interest of many countries in attracting FDI inflows, policymakers may be interested more in knowing the relative importance of institutions compared with other policy tools they have rather than non-policy variables. This can help them to build their priorities for attracting FDI. The results of this paper show that institutions and natural resources have an interactive effect on foreign direct investment. The worse the institutional environment of a host country, the more is FDI attracted by the country's natural resources. These results add significantly to our understanding of FDI, since previous studies have not included these types of interaction effects, and therefore fail to capture an important relation between resource riches and institutions.
In fact, what the significance of the interaction effect tells us is that the effect of natural resources on FDI depends on the institutions of the host country. For countries with bad institutions, natural resources attract foreign investment. For countries with good institutions foreign investment is discouraged by natural resources. And the worse institutions in the host country, the more is foreign investment attracted by natural resources. Conversely, the effect of institutions also depends on the natural resources. The more natural resources, the more is FDI attracted by poor institutions. In sum, FDI is attracted to countries which combine large natural resources and poor institutions. No observations 100 100 100 100 100 100 100 100 a;b;c denotes significance levels at 1%, 5.0% and 10%, respectively. * Interaction between natural resources and institutional quality.
5-Conclusion
Foreign direct investments are the most desirable form of capital inflows to emerging and developing countries because they are less susceptible to crises and sudden stops. The goal of this paper was to explore in detail the role of quality institutions in host countries as determinants of foreign direct investment and whether the role of quality of institutions varies according to certain characteristics of countries (resource intensive countries and non-resource intensive countries). As we have pointed out, our main contribution is not to find new and provocative policy recommendation but to distinguish several alternative hypotheses about the relative influence of such factors as natural resources availability and quality of institutions more broadly in those countries. This paper has also attempted to make a contribution to the empirical literature on the relationship between FDI and the institutional quality using a panel data model covering 30 SSA countries over the period 1984 to 2007.
These results showed that institutional quality in host countries is one of the most important determinants of FDI inflows. In particular, institutional quality in host countries appeared more important for foreign investors than many other characteristics of host countries, such as market size, growing of market size, openness, etc. Another important finding in this paper is that the rule and law (security of property rights) appeared to be the most important institutions attribute for foreign investors, i.e. property rights protection is more important than democracy, corruption, political stability, and investment profile. However, the results of regression also showed that the importance of institutions varies across countries potentiality whether country is resource intensive countries or non resource intensive countries.
In particular, it appeared that institutions do play a significant role in attracting investments in non resource intensive countries. Moreover, the results showed that there is tentative evidence that FDI in resource intensive countries are less sensitive to institutions than in poor natural resources countries.
These findings suggest some important implications: first, they enhance our understanding of the contribution of FDI to economic growth, and show that the impact of FDI on growth is not limited to its role in improving technology, but rather goes further, and includes a positive influence on institutional quality. Second, these findings indicate that the favourable development effects of FDI are in actuality greater than what is usually thought, and therefore these additional benefits must be taken into account when evaluating the merits of the programs aiming to attract FDI.
Considering the interactions impact, our results show that the worse the institutions in the host country, the more foreign investment is attracted by natural resources. Conversely, the effect of institutions also depends on the natural resources.
In sum, FDI is attracted to countries which combine large natural resources and poor institutions.
For future work, we will explore the role of other institutional determinants developed by La Porta et al. (1999) and compare the impacts of both types of indicators on FDI. The question of threshold could be analyzed by looking for different levels of institutional quality that could affect the behaviour of foreign investors. Furthermore, additional work could take into account possible structural breaks for both variables (institutional quality and foreign direct investment).
